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Abstract

This study examines the issue of the general lack of dedicated study on the
principle of risk and reward in Islamic finance from both a theoretical and a practical
perspective. Furthermore, there is an absence of a demonstration of the risk and reward
principles in Islamic finance and how their parameters are properly applicable to Islamic
finance products and instruments. This study aims to define the aforementioned parameters
in Islamic finance and demonstrate how such parameters are applied to Islamic bank
financing products in Malaysia. The research applied a qualitative research methodology in
inducing the theoretical parameters of risk and reward as well as an analytical approach to
evaluating the current parameters based on rationality, practicality and so forth. The study
finds the that current parameters of risk and reward are: first, market risks, ownership risk
and capital — equity — risk, all of which pertain to dhaman; second, contractual costs should
be borne by the appropriate parties and not be a means to transfer risks; finally, financing
transactions have to add economic value. Furthermore, the researchers establish that the
parameters of risk and reward as they stand are not properly observed by the Malaysian
Islamic banking practice for reasons including rationality, practicality, consideration for
maslahah, and consideration of excessive risk-to-reward tradeoffs. Finally, the study finds
that the current parameters of risk and reward as they stand are not based on solid Shari’ah
evidence and more specifically, the texts on which they are based are either not authentic or
are subject to different interpretations. The researchers propose an alternative interpretation
for such texts and which yield a new set of parameters that consider the rationalism and
realistic of the Shari’ah .

Keywords: risk and reward, profit and loss, Islamic financing products, al-ghurm
bil ghunm, parameters of earning, Malaysian Islamic banking
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